This paper contributes to the literature on growth in Asia in several respects. I provide estimates of potential growth for 21 Asian economies using an aggregate supply model with time-varying parameters and a Kalman filtering methodology. My estimates indicate that the actual growth slowdown experienced by many of these economies in the 2000s is associated with a falling trajectory in potential growth. Relying on Bayesian model averaging, I select robust determinants of potential growth and find that the latter is driven by the technology gap, trade, tertiary education, and institutional quality, as well as by working-age population growth. Effective reforms in these areas can help counterbalance declines in potential growth in Asia. I also investigate the relationship between business cycle features and potential growth, finding that higher volatility in actual growth has significantly negative effects on potential growth. Thus, stabilization policies can have beneficial effects on Asian economies' long-term growth performance.
rate. There is wide agreement that the persistently high growth rates characterizing Asian economies reflect their high potential growth rates.
Though still generally higher than that of other emerging and advanced economies, average growth in Asia has declined in the last decade. In many cases, growth performance seems to have deteriorated since the 2008-2009 global financial crisis. This raises the question of whether such a decline reflects a transitory (though persistent) deviation of actual growth from the potential growth rate, or if it signals a fall in the potential growth rate itself. If Asian economies are entering a new phase of permanently lower long-run growth, there will be implications for a number of economic and social policies.
This paper proposes an empirical investigation of the issues discussed above. I estimate the potential growth rate for a sample of 21 Asian economies, relying on an unbalanced panel of annual data over the period . Given my interest in the dynamics of potential growth in Asia, my approach is based on a time-varying parameter aggregate supply (AS) model that is consistent with the concept of the natural growth rate proposed by Harrod (1939) and its relation to Okun's Law and the Phillips curve. I consider different versions of the AS model and estimate it via a Kalman filtering methodology to obtain time-series estimates of Asian economies' potential growth rates. I find that the potential growth rate of most Asian economies has been on a downward trajectory since the 2000s, and that this pattern either continued or worsened during [2008] [2009] [2010] [2011] [2012] [2013] [2014] . In most cases, the estimated potential growth rate was lower in 2014 than during [2000] [2001] [2002] [2003] [2004] [2005] [2006] [2007] . Given that actual growth will tend to return to the potential growth rate in the long term, this outcome raises concerns regarding the growth performance of Asian economies in the medium to long term, and reinforces the need to investigate the determinants of potential growth.
To carry out this task, I rely on a larger panel of annual data for 69 advanced and emerging economies over the period . The objective is to obtain more efficient and reliable estimates, exploiting the additional information that is available beyond the data in the sample of 21 Asian economies. From an econometric viewpoint, my search for robust determinants of potential growth is based on a recently proposed methodology for model selection: the Bayesian model averaging (BMA) approach developed by Magnus, Powell, and Prüfer (2010) for the estimation of classical linear regression models with uncertainty about the choice of the explanatory variables. Harrod's natural growth rate is defined as the sum of the growth rates of labor productivity and the labor force. I introduce (trend) working-age population growth (used as a proxy for labor force growth) in the model as a fixed regressor, while letting BMA estimations select the additional robust regressors. I find that out of 35 variables considered, seven are considered to be robust determinants of potential growth. My estimates confirm that the growth rate of the working-age population has a direct relationship with potential growth, as suggested by theory, with a 1% increase in this variable leading a similar increase in the potential growth rate. The implication is that, as with advanced economies, aging populations will gradually become a significant drag on (potential) growth in emerging Asian economies such as the PRC. Other variables that play a significant role in shaping the trajectory of the potential growth rate include a proxy for the technology gap (as measured by an economy's differences with the United States [US]), a measure of tertiary education levels, proxies for labor market rigidity, and proxies for institutional quality (as measured by indexes for perceived government efficiency and accountability). Integration with the world economy via trade and financial links is also important and has the expected positive impact on potential growth. In particular, the effects of financial integration depend on the quality of institutions. I find that economies characterized by lower perceived regulatory quality enjoy positive effects from greater connection to international financial markets, but these gains gradually disappear as institutional quality increases. Overall, the results indicate that effective economic policy interventions and, more generally, improvements in institutional quality (e.g., more flexible labor markets, more efficient and accountable government) have the potential to positively affect the trajectory of potential growth, thus counteracting the effects of the recent slowdown in many Asian economies.
Next, I turn to the question of whether the 2008-2009 global financial crisis left persistent, or even permanent, scars on the potential growth rates of Asian economies. For this to be the case, potential growth should be endogenous with respect to the actual growth rate (or, more generally, business cycle features such as deviations of the actual from the potential growth rate and growth volatility). I investigate this hypothesis using two different approaches and find that a higher volatility of actual growth with respect to the potential growth rate has a significantly negative impact on the latter. This result suggests that policy measures leading to a more stable macroeconomic and growth environment can have long-lasting positive effects on growth performance. On the other hand, my estimates do not provide evidence indicating that short-term deviations from actual growth affect the potential growth rate, either positively or negatively. Taken at face value, this result indicates that the effects of the 2008-2009 global financial crisis on potential growth rates in Asia, however deep and persistent, will not be permanent.
The remainder of the paper is organized as follows. The next section describes the model and empirical methodology used to estimate the potential growth rates of my sample of Asian economies. Section III is devoted to the investigation of the determinants of potential growth. Section IV considers the relationship between business cycle features and the dynamics of the natural or potential growth rate. Section V concludes.
II. Model and Estimation Methodology
The concept of the natural rate of growth was formally introduced in growth theory by Harrod (1939) , who defined it as the sum of the growth rates of the labor force and labor productivity, both of which were assumed to be exogenous. This implies that Harrod's natural rate of growth is the particular growth rate associated with full employment and a stable inflation rate. As such, the role played by the natural growth rate is twofold: it is both the trend growth rate of the economy and the short-term upward limit to (noninflationary) growth that turns cyclical expansions into recessions.
Since the natural growth rate is defined as the sum of the growth rates of labor productivity and the labor force, unemployment will rise whenever the actual rate of growth (g t ) falls below the natural rate, and it will fall when g t rises above g N ; that is, the natural rate of growth is the particular growth rate consistent with a nonchanging unemployment rate. Thus, a simple estimation framework to pin down the value of g N is provided by the following specification of Okun's Law:
where U t is the percentage change in the unemployment rate U t , and g t is the growth rate of output. This specification has been widely used in the literature to estimate g N for economies and regions and, among other things, to investigate its possible endogeneity (see, for example, León-Ledesma and Thirlwall 2002, Lanzafame 2010) . For my purposes, the specification in equation (1) presents two drawbacks. It produces a single estimate of the natural or potential growth rate for the time period under analysis, while I am interested in studying its evolution over time. Thus, I rely on a time-varying-parameter approach to estimate a time series for g N t ; on the other hand, unemployment (including underemployment) and labor market data in general are notoriously unreliable for some of the economies in my panel. To address this, I link Harrod's definition of g N to the relationship between unemployment and growth, and estimate the natural or potential growth rates of Asian economies relying on an AS model. Since in the long run, unemployment will be constant when it is equal to the nonaccelerating inflation rate of unemployment, the natural growth rate can be defined as the growth rate consistent with U t = U N t and, thus, U t = 0. I formalize this in Okun's relation as
where the Okun coefficient (β t ) and the nonaccelerating inflation rate of unemployment (U N t ) are assumed to be time varying. The relationship between inflation and unemployment is given by the following Phillips curve in which
where π t and π e t are, respectively, the actual and expected inflation rates, while γ t is a time-varying parameter. Combining equations (2) and (3), I get
where φ t = β t γ t . The specification in equation (4) formalizes an AS model with time-varying parameters.
To estimate the model in equation (4), I need an estimate of the expected inflation rate, π e t . Since there is very limited availability of time-series data for expected inflation, I model π e t as a function of the actual inflation rate (π t ), assuming two possible specifications. The first is in equation (5), where expected inflation in time t is a time-varying function of actual inflation in t:
where α t is a time-varying parameter reflecting the public's degree of accuracy in forecasting inflation and ε t is an independent normally distributed error term, with zero mean and constant variance. The estimated model in this case is
The second specification assumes an extreme form of adaptive expectations in which expected inflation in t is equal to actual inflation in t − 1 plus a random error term:
and the relative model is
Equations (6) and (8) can both be specified in state-space form. Specifically, the measurement equations are
Following standard practice in the literature (see, for example, Harvey 1989), to capture possible level breaks or trend patterns, the transition equations are assumed to follow a unit root:
Following Romer (1993) , I take account of the possible effects of the degree of openness on the slope of the Phillips curve, and thus of the AS models in equations (6') and (8'), and also consider the following transition equation for β t :
where m t is the share of imports in gross domestic product (GDP). For each economy, I select the most appropriate version of the model according to the significance of the estimated parameters and rely on the Akaike Information Criterion.
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My estimation is carried out relying on the Kalman filter recursive algorithm, which is commonly used in the literature to obtain optimal estimates for state variables in models with time-varying parameters (see, for example, Lanzafame and Nogueira 2011). More specifically, to obtain a time series for the potential growth rate g N t , I apply the Kalman smoothing procedure, which uses all the information in the sample to provide smoothed-state estimates. This procedure differs from Kalman filtering in the construction of the state series, as this technique uses only the information available up to the beginning of the estimation period. Smoothed series tend to produce more gradual changes than filtered ones and, as discussed by Sims (2001) , they provide more precise estimates of the actual time variation in the data. Figure 1 below presents estimated potential growth rates and actual growth rates for 12 Asian economies, including the region's four most developed economies and eight largest economies. The corresponding graphs for all other Asian economies are included in Figure A .1 in the Appendix.
Overall, the Kalman smoother seems to perform well in fitting the data, both in terms of the significance of the regressors and in providing a realistic approximation for the long-run growth paths of Asian economies. The estimates show the potential growth rate as being more stable than the actual growth rate, as well as being fairly high and/or increasing in the 1980s and 1990s for most economies, which is in line with expectations. It can also be seen that in most cases, the estimated potential growth rate declined in the 2000s and with few exceptions, this trend either remained stable or worsened during the period [2008] [2009] [2010] [2011] [2012] [2013] [2014] . Comparisons between the mean Table 1 , confirm that this is the case.
As mentioned, a falling potential growth rate has significant negative consequences for an economy that can be particularly difficult to cope with in an emerging economy. Thus, an analysis of what drives potential growth and whether its determinants may be influenced by policy interventions is of critical importance for emerging Asian economies.
III. Determinants of Potential Growth
Having obtained time-series estimates for g N t for all Asian economies in my panel, in this section, I turn to the investigation of the determinants of the potential growth rate. My objective is to obtain robust and reliable estimates of variables that are significantly correlated with the potential growth rate. To achieve this, I extend the unbalanced panel to a group of 69 economies to include several other emerging and advanced non-Asian economies. The list of economies included in the panel is presented in Table A .1 in the Appendix.
My definition of potential growth is consistent with Harrod's (1939) concept of the natural growth rate represented as the sum of the growth rates of labor productivity and the labor force; thus, in my search for the main drivers of g N t , I need to take account of both of its components. As mentioned, labor market data are not entirely reliable for Asian economies and emerging economies in general. Therefore, I proxy labor force growth using data on working-age population growth, duly filtered to purge short-term variability (e.g., transitory migration flows) and obtain a better estimate for potential long-term labor force growth. 2 However, the search for the determinants of productivity growth is more complex and many possible determinants are considered in the literature.
Faced with this issue, a number of recent studies have implemented various model selection procedures to ascertain which variables have a robust association with economic growth (see, for example, Fernández and Steel 2001; Sala-i-Martin, Doppelhoffer, and Miller 2004) . In this paper, I rely on the version of the BMA approach developed by Magnus, Powell, and Prüfer (2010) for the estimation of classical linear regression models with uncertainty about the choice of the explanatory variables. This estimator fits the model nicely and the approach used in this paper is based on a classical linear regression framework with two subsets of explanatory variables: (i) The "focus regressors," which are explanatory variables always included in the model for theoretical reasons or other considerations about the phenomenon under investigation. In my case, the growth rate of the working-age population (gwap) is one such focus regressor; and (ii) The "auxiliary regressors," which are additional explanatory variables whose inclusion in the model is less certain. The problem of model uncertainty and variable selection arises because different subsets of auxiliary regressors can be excluded from the model to improve (in the mean-squared error sense) the unrestricted ordinary least squares estimates. When there are k 2 auxiliary regressors, the number of possible models to be considered is 2 k 2 . The BMA estimator provides a coherent method of inference on the regression parameters of interest by taking explicit account of the uncertainty due to both the estimation and the model selection steps. The BMA estimator uses conventional noninformative priors on the focus parameters and the error variance, and a multivariate Gaussian prior on the auxiliary parameters. The unconditional BMA estimates are obtained as a weighted average of the estimates from each of the possible models in the model space, with weights proportional to the marginal likelihood of the dependent variable in each model. An auxiliary regressor is considered to be robust if the t ratio on its coefficient is greater than 1 in absolute value or, equivalently, the corresponding one-standard error band does not include zero. Alternatively, researchers can rely on their posterior inclusion probabilities. Masanjala and Papageorgiou (2008) suggest that a posterior inclusion probability of 0.5 corresponds approximately to a t ratio of 1 in absolute value.
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Despite being a useful tool for establishing a set of robust regressors given a large set of possible explanatory variables, the BMA approach also has some weaknesses. Ciccone and Jarocinski (2010) , for example, show that the results of BMA estimations can be highly sensitive to measurement errors. Ghosh and Ghattas (2015) show that high collinearity in three or more covariates tends to push the posterior inclusion probabilities downward and that all collinear variables may be falsely excluded.
4 Sala-i-Martin, Doppelhofer, and Miller (2004) note that the BMA approach's emphasis on marginal measures of variable importance make it difficult (if not impossible) to detect dependence among explanatory variables. They stress that the extent of interdependence between explanatory variables will affect the posterior inclusion probability of any given model, as well as the form of the posterior probability distribution of variables over the model space.
To deal with these issues, I implement a hybrid two-stage approach. In the first stage, I exploit the properties of the BMA methodology by Magnus, Powell, and Prüfer (2010) to assess the robustness of possible determinants of potential growth. Since some of the variables in my data set have very high correlations, I implement successive BMA estimation procedures to eliminate redundant indicators from the analysis and further reduce the model space by removing variables that are not robust. In doing this, I estimate multiple specifications of the model by adding highly collinear robust determinants (e.g., institutional quality variables) one at a time. In the second stage, the robust determinants that are identified using the BMA approach are used as regressors in a fixed effects panel data regression to gauge their effects on potential output growth. I also consider the possible presence of nonlinearities and test separately for the significance of interaction effects between an index of financial integration (selected as a robust determinant of potential growth by the BMA methodology) and institutional quality variables, which is in line with the literature on the nonlinearity of effects of financial openness on economic growth. I also examine whether there is a statistically significant interaction effect between institutional quality and the technology gap with the US, which is another regressor defined as robust by the BMA approach.
A detailed description of the two stages and the associated results are presented in the next section.
A. BMA and Fixed Effects Results
I consider 35 potential determinants of g N t , including the focus regressor gwap. These potential determinants and their definitions and data sources are presented in Table A .2 in the Appendix. Since the potential growth rate is the particular rate toward which actual growth tends in the long run, the set of determinants of potential growth I consider reflects a broad set of variables typically deemed to affect actual growth in the long run. To control for the presence of fixed effects, I applied the forward-orthogonal-deviation transformation to the data before implementing the BMA procedure. The number of possible determinants considered is much larger than those included in a typical growth regression, but my data set contains variables that can be considered to be close alternatives (e.g., proxies for education, openness, and institutional quality) and are highly correlated. Thus, as well as using all 35 variables at once, I also carried out BMA regressions using subsets of the various proxies to reduce the computation burden and the number of auxiliary regressors, as well as to lessen the impacts of the presence of correlated regressors in the BMA analysis. I then excluded from the final specification the ones that never turned out to be robust. Following this approach, I reduced the number of possibly robust auxiliary regressors to 13. The BMA results for this specification are reported in Table 2 .
As can be seen, out of the 13 auxiliary regressors, only seven are selected by the BMA approach as robust determinants of potential growth with a posterior inclusion probability equal to or greater than 0.5: (i) gross enrollment ratio in tertiary education (es3enrot); (ii) technology gap vis-à-vis the US (gap); (iii) degree of labor market rigidity (lamrig); (iv) and (v) two indexes reflecting aspects of perceived institutional quality (voice and accountability index, voa; government efficiency index, goveff); (vi) trade-to-GDP ratio (trade); and (vii) a proxy of integration into international financial markets (ratio of overall financial flows with respect to GDP, integr). In the next step of my empirical investigation, I exclude from the analysis the variables that turned out not to be robust using the BMA estimation and, relying on the standard fixed effects technique, estimate the following model for all economies in my panel as well as for the subpanel of Asian economies:
To control for the effects of the possible presence of cross-sectional dependence in the error term, I rely on Driscoll and Kraay (1998) for standard errors, which assume the error structure to be heteroskedastic, autocorrelated (up to some lag), and possibly correlated between the groups. As such, Driscoll-Kraay standard errors are robust to very general forms of temporal dependence and/or cross-sectional dependence due to, for example, spatial correlation or time effects. The results from equation (12), reported in the first two columns on the left-hand side of Table 3 , are very much in line with expectations for all economies and Asian economies, even though the latter are based on a fairly small sample size. In particular, the coefficient on gwap, which is the elasticity of potential output with respect to the working-age population, is significant and very close to 1, suggesting that a 1% increase in the working-age population leads to a 1% increase in potential output growth. This is consistent with the definition of the natural or potential growth rate used in this paper and indicates that gwap is a good proxy for the potential long-run growth rate of the labor force. The signs of all other variables are also as expected, with the possible exception of tertiary enrollment (es3enrot) and the financial integration index (integr), both of which enter the regression with a negative sign.
These last results are somewhat puzzling and warrant further investigation, which I carry out by modifying the model in two steps to allow for some form of nonlinearity. 5 In the first step, I start by assessing whether the regressors in equation (12) may affect potential growth nonlinearly. Extending the model with the introduction of various quadratic terms, I find that this is the case for both es3enrot and trade. Interestingly, the coefficient on the quadratic term es3enrot_sq is negative, but once this is included in the model, es3enrot enters with a significantly positive sign; that is, enrollment in tertiary education affects g N t positively, but its impact decreases as es3enrot rises. The outcomes for trade and trade_sq are the same. Moreover, the evidence of a significant downward shift in potential growth during 2008-2014 due to the global financial crisis points to the possibility of a structural break in the g N t series for many economies. To control for this, I introduce an intercept dummy variable (dummy0814) equal to 1 for the period 2008-2014 and zero otherwise. The dummy turns out to be negative and strongly statistically significant. These changes to the benchmark model result in the specification in the third column in Table 3 , where I can see that all other results remain fairly similar. In particular, the financial integration index (integr) still enters with a negative sign, even though it is not significant.
In the second step of the benchmark model extension, I consider whether institutional quality may affect potential growth not only directly, as indicated by the significant coefficients on goveff, lamrig, and voa, but also via indirect channels. It has been suggested that the effects of integration on international financial markets may depend on institutional quality (see, for example, Kose et al. 2009 ). Similar arguments have been advanced on the potential benefits associated with technology spillovers. To explore this possibility, I interact the gap and integr variables with a number of proxies for the quality of institutions. If (on average) the impacts of the technology gap and integration indexes depend on institutional quality, then the interaction terms should turn out to be significant. I find that this is the case when the gap variable is interacted with the index of political stability (gap_polstab), while the effects of integr on the potential growth rate appear to depend significantly on regulatory quality (regq). Results are reported in the last column of Table 3 .
The estimates show that once the interaction terms are introduced as variables on the right-hand side, integr turns positive and is significant at the 10% level, while gap remains positive and significant too; the interaction terms are always negative and significant. The interaction terms are constructed as simple products of the gap and integration indexes with the institutional quality indexes: gap polstab = gap × polstab and integr regq = integr × regq. As such, the sign, size, and significance of the effect of gap and integr on the potential growth rate will vary according to the value of the institutional quality index. Using regq and integr as an example, if θ 5 is the estimated coefficient on integr and θ 5 1 the estimated coefficient on integr_regq, then the overall impact of financial integration is given by (θ 5 + θ 5 1 × regq). The size and significance of this product will vary for different values of regq. The institutional quality indexes range from -2.5 (weak) to 2.5 (strong) to reflect governance performance. To test for the effect of the financial integration index, I can conduct a series of F-tests to determine whether (θ 5 + θ 5 1 × regq) is significantly different from zero for different values of regq.
The F-tests conducted show that, when taking into account institutional quality via the interaction term, the overall impact of financial integration is positive and significant for regq < (0.5). This indicates that financial integration has larger positive effects on potential growth for economies with weaker institutions, thus acting as a substitute for high-quality institutions. For emerging economies with weaker institutions, including some of the Asian economies in my sample, the implication is that successful integration into international financial markets may bring about significant long-term growth benefits by raising the potential growth rate. Meanwhile, the gap variable has a positive and significant impact on potential growth for the entire range of polstab values, but again its effect is smaller for economies with better institutions (as proxied by greater political stability). This is not surprising since emerging economies, which can be expected to reap larger benefits from technology spillovers, are also characterized by lower polstab values.
The BMA procedure and the estimates reported in Table 3 depict a fairly clear picture of the main determinants of potential growth. From a policy viewpoint, the main result of this analysis is that institutional quality and other supply-side characteristics matter for potential growth. Structural reforms in these areas can significantly improve long-term growth performance. In the next section, I address the question of whether demand-management policies can play a role too.
IV. Business Cycles and the Endogeneity of Potential Growth
Standard macroeconomic theory assumes business cycles and potential growth as separate phenomena. As a result, business cycle features such as the depth of a recession are deemed to have no significant effects on long-term economic growth. Recent theoretical and empirical contributions, however, have challenged this view (see, for example, Christopoulos and León-Ledesma 2014), while the length and significant economic impacts of the 2008-2009 global financial crisis have reignited the debate on the relationship between short-and long-term growth. This issue takes on particular importance in Asia as the PRC and other economies have seen their growth performance deteriorate between 2008 and 2014 to the point that it has been argued this may be the beginning of a "new normal" for growth patterns in Asia (see, for example, Asian Development Bank 2016). If potential growth is, at least to some extent, endogenous with respect to actual growth and its short-term cyclical features, this view may be shown to be correct and the growth slowdown in Asia may be structural.
As mentioned, León-Ledesma and Thirlwall (2002) develop an econometric framework that allows us to estimate Harrod's natural growth rate (g N ) and test for its endogeneity with respect to the actual growth rate (g). The methodology is based on two steps. First, an estimate of g N , which is assumed to be constant over time, is produced using the version of Okun's Law specified in equation (1) and the condition that g t = g N when U t = 0. Next, a reversed version of the Okun's Law relation is augmented with a dummy variable (D gdev t ) that takes the value of 1 when g t is greater than the estimated g N (gdev t = g t − g N > 0) and zero otherwise. Thus, the following model is estimated:
If the estimatedλ is positive and significant, then the actual growth rate needed to keep unemployment constant in boom periods (g t > g N or, equivalently, gdev t > 0) has risen. That is, the actual growth rate has pulled up the natural growth rate.
Relying on the definition of g N t used in this paper, I construct a test for the endogeneity hypothesis, which is very much in line with the methodology of León-Ledesma and Thirlwall (2002) . I start by noticing that since g N t is defined as the particular growth rate consistent with a stable inflation rate, the estimated α in equation (14) below is expected to be equal to zero, while the estimate of β should be positive:
Rising inflation ( π t > 0) should be associated with an actual growth rate higher than the potential growth rate (gdev t > 0) so that β > 0; meanwhile, a stable inflation rate ( π t = 0) is expected to correspond to gdev t = 0, so that α = 0. Introducing D gdev t to equation (14), I obtain
A positive estimate of λ in equation (15) is significantly different from zero. That is, rejection of the null indicates that the potential growth rate rises when g t > g N t (or, equivalently, gdev t > 0), which is in line with the endogeneity hypothesis proposed by León-Ledesma and Thirlwall (2002) . Allowing substantially more degrees of freedom than estimations based on my benchmark model, this testing framework makes it feasible to obtain efficient estimates of the model parameters for the subpanel of Asian economies. In addition to the usual fixed effects estimator, I can also rely on the mean-group estimator (Pesaran and Smith 1995) to allow for parameter heterogeneity.
I also investigate the endogeneity of the potential growth rate introducing the dummy D gdev t in my benchmark model. Just as in the testing framework proposed by León-Ledesma and Thirlwall (2002) , a positive and significant coefficient on D gdev t would support the hypothesis that potential growth is, at least to a certain extent, endogenous to the actual growth rate. Concurrently, I also explore the possibility that other business cycle features may play a role by including in the model as additional regressors the following two variables: (i) gdev5 t , which is the average deviation of actual growth from the potential growth rate (gdev t = g t − g N t ) over the previous 5 years; and (ii) gdev5sd t , which defines the standard deviation of gdev t over the previous 5 years. 6 Table 4 reports the estimates based on the first approach to testing the endogeneity hypothesis as formalized in equation (15). Independently of whether I 6 I also considered the first lag of gdev t (predetermined with respect to g N t ) and the standard deviation of actual growth over the previous 5 years as alternative variables to capture business cycle features. These turned out not to be significant in my estimations and therefore the results are not reported. Notes: * * * , * * , and * indicate significance at the 1%, 5%, and 10% level, respectively. Variables instrumented with first lag. Standard errors from Driscoll and Kraay (1998) used. To avoid undue influence from high-inflation episodes, years with average inflation rates higher than 25% for the "All Economies" specifications and higher than 45% for the "Asian Economies" specifications are excluded from the estimations. Source: Author's calculations.
refer to the fixed effects or mean group estimates, the estimations for all economies and Asian economies estimations both return clear-cut results. As expected, the dummy variable D gdev t turns out always to be positive and highly significant, as does gdev B . However, the null hypothesis that gdev B is not significantly different from g B is never rejected, implying that there is no significant evidence of an increase in potential growth ( g N B > 0) during boom periods. Table 5 reports the results from my investigation of the endogeneity hypothesis using the second approach outlined above that relies on my benchmark model. As can be seen, D gdev t turns out to be positive but not statistically significant. This outcome is consistent with the results in Table 4 as I again do not find significant evidence supporting the endogeneity hypothesis for potential growth. Moreover, there is no significant evidence that deviations of the actual from the potential growth rate (proxied by gdev5 t ) play a significant role. This result implies that, however deep and persistent, the decline in actual growth associated with the 2008-2009 global financial crisis can be expected not to leave permanent scars on long-term growth. An additional implication is that an economic policy intervention to boost short-term growth above the potential growth rate will not affect the latter significantly. Indeed, my results indicate that, by increasing growth volatility, this type of policy intervention may actually indirectly harm long-term growth performance. I find that gdev5sd turns out to be robustly significant and enters with a negative sign, both in the "All Economies" and the "Asian Economies" estimations in Table 5 , which is in line with other evidence in the literature (see, for example, Ramey and Ramey 1995) .
Therefore, the analysis carried out in this section suggests that the effects of demand-management policies aimed at increasing actual growth above the potential growth rate will not affect the trajectory of the latter and will be short-lived at best. To have a positive impact on long-term growth performance, demand-management policies should aim at stabilizing the actual growth rate as close as possible around the path of potential growth.
V. Conclusions
Focusing on the performance of Asian economies over the period 1960-2014, this paper contributes to the empirical literature on potential growth in several respects. I provide estimates of potential growth for 21 Asian economies using an AS state-space model with time-varying parameters and a Kalman filtering methodology. My estimates appear to fit well with the growth experiences of Asian economies and indicate that the actual growth slowdowns experienced by many of these economies in the 2000s can be associated with the falling trajectories of their potential growth rates. Next, I investigate the determinants of potential growth using a larger panel of 69 advanced and emerging economies and data for 35 possible growth determinants. Relying on the BMA selection procedure, I select seven variables that, together with the growth rate of the working-age population, can be considered robust determinants of potential growth. The results are in line with expectations and indicate that potential growth is influenced by various aspects of institutional quality, the technology gap with the US, trade, and tertiary education, as well as by the growth rate of the working-age population. In particular, I find that the effects of integration with international financial markets are positive and significant only for economies with weak institutions.
With the objective of providing evidence regarding the possible effects of the 2008-2009 global financial crisis on the dynamics of the potential growth rate, I extend the benchmark model to include proxies for business cycle features. I also carry out a new test of the endogeneity hypothesis proposed by León-Ledesma and Thirlwall (2002) . My results indicate that deviations of actual growth from the estimated potential growth rate do not have a significant impact on potential growth itself, which is in line with the hypothesis that recessions and booms do not have long-lasting effects on long-term growth performance. On the other hand, I find that actual growth volatility with respect to potential growth does have a significant negative effect on g N t . This indicates that policies aimed at stabilizing actual growth in the proximity of the potential growth rate can have beneficial effects on an economy's long-term growth performance.
Overall, the evidence gathered supports the hypothesis that Asian economies may have entered a new era of slower potential and actual growth rates. My results also suggest that appropriate changes in economic policies and institutions can play a significant role in lifting the potential growth rate. If these are carried out effectively, the "new normal" in Asia may come to resemble previous growth patterns more than would otherwise have been expected. Chinn and Ito (2006) 30 finref Financial Reform Index measuring financial market liberalization; normalized to be between 0 (less liberalized) and 1 (more liberalized) Abiad, Detragiache, and Tressel (2010) 31 peindex Portfolio Equity Integration Index reflects the sum of the stocks of portfolio equity assets and liabilities as a share of GDP; follows suggestions in Kose et al. (2009) Updated and extended version of data set constructed by Lane and Milesi-Ferretti (2007) 32 fdiindex FDI Integration Index reflects the sum of the stocks of FDI assets and liabilities as a share of GDP; follows suggestions in Kose et al. (2009) 
integr
Integration Index reflects the sum of total foreign assets and liabilities as a share of GDP; follows suggestions in Kose et al. Source: Author's calculations.
